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FISK REED & LOVE

CERTIFIED PUBLIC ACCOUNTANTS,

Independent Auditors’ Report

Board of Directors
Windham Financial Services, Inc.

We have audited the accompanying statements of financial condition of Windham Financial
Services, Inc. as of December 31, 2001 and 2000, and the related statements of income (loss),
cash flows, and changes in stockholder's equity for the years then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Windham Financial Services, Inc. as of December 31, 2001 and 2000,
and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules | through Ili is
presented for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

£l ke L O

February 13, 2002

Vt. Reg. #357

I15 Elm Street * PO. Box 319 ¢ Bennington,Vermont 05201-0319
(802) 442-5552 + (800) 894-551 |
Facsimile: (802) 442-7314 » e-mail: mail@fricpa.com
www.frlcpa.com



WINDHAM FINANCIAL SERVICES, INC.
Statements of Financial Position

December 31,

2000

Assets
Cash 95,245
Commissions receivable 57,440
Prepaid expenses 9,068
Employee advance 1,186
Total current assets 162,939
Furniture and equipment, net of accumulated depreciation 13,246
Total assets 176,185
Liabilities and Stockholder's Equity
Accounts payable 27,181
Commissions payable 1,987
Accrued expenses 1,659
Total current liabilities 30,727
Commitments and contingencies (note 5)
Stockholder's Equity:

Common stock, no par value: 1,000 shares

authorized; 100 shares issued and outstanding 100

Additional paid-in capital 124,040

Retained earnings 21,318
Total stockholder's equity 145,458
Total liabilities and stockholder's equity 176,185

See accompanying notes to financial statements.
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WINDHAM FINANCIAL SERVICES, INC.

Statements of Income (Loss)

Years Ended December 31,

2001 2000
Revenues:
Commissions 555,884 1,173,938
Interest earned 3,586 7,474
Management fees 44,477 14,492
603,947 1,195,904
Expenses:
Advertising and promotion 2,145 13,316
Commissions and brokerage 102,430 237,298
Depreciation and amortization 3,833 3,347
Employee compensation and benefits 352,379 770,884
Occupancy and equipment rental 71,204 97,452
Other operating expenses 67,229 93,165
599,220 1,215,462
Net income (loss) 4,727 (19,558)

See accompanying notes to financial statements.
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WINDHAM FINANCIAL SERVICES, INC.

Statements of Changes in Stockholder's Equity

Years Ended December 31, 2001 and 2000

Total
Common Stock Additional Stock-
Number Paid-in Retained holder's
of Shares Amount Capital Earnings Equity
Balances January 1, 2000 100 $ 100 124,040 40,876 165,016
Net loss - - - (19,558) (19,558)
Balances December 31, 2000 100 100 124,040 21,318 145,458
Net income - - - 4727 4727
Balances December 31, 2001 100 $ 100 124,040 26,045 150,185

See accompanying notes to financial statements.
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WINDHAM FINANCIAL SERVICES, INC.
Statements of Cash Flows

Years Ended December 31,

2001 2000
Cash flows form operating activities:
Net income (loss) $ 4,727 (19,558)
Adjustments to reconcile net income (loss) to net
cash used in operating activities:
Depreciation and amortization 3,833 3,347
(Increase) decrease in commissions receivable (845) 40,168
Decrease in prepaid expenses 940 2,154
(Increase) decrease in employee advances 1,186 (1,068)
Increase (decrease) in accounts payable (9,047) 18,803
Decrease in commissions payable (1,987) (52,372)
Increase (decrease) in accrued liabilities 890 (8,328)
Total adjustments (5,030) 2,704
Net cash used in operating activities (303) (16,854)
Cash flows from investing activities:
Expenditures for equipment and leasehold
improvements - (9,217)
Net cash used in investing activities - (9,217)
Net decrease in cash (303) (26,071)
Cash, beginning of year 95,245 121,316
Cash, end of year 3 94,942 95,245

See accompanying notes to financial statements.
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WINDHAM FINANCIAL SERVICES, INC.

Notes to Financial Statements

(1) Description of Business Activity and Summary of Significant Accounting Policies
(a) Business Activity

(b)

(c)

On September 21, 1983 Windham Financial Services, Inc. (the “Company”) was
incorporated for the purpose of developing certain computerized market trading
programs and acting as a Commodity Trading Advisor (CTA).

On December 30, 1988, the Company received an order granting registration
pursuant to section 203 of the Investment Advisors Act of 1940 from the Securities
and Exchange Commission as a Registered Investment Advisor (RIA).

In January 1994, as an extension to its advisory services, the Company became a
member in the National Association of Securities Dealers (NASD). The Company is a
member of NASD, Securities Investors Protection Corporation (SIPC), and the
Municipal Securities Rulemaking Board (MSRB). The Company is also registered
with the Securities and Exchange Commission (SEC) as a securities broker dealer.
The Company is also registered and licensed with state regulatory agencies in
jurisdictions where transactions occur.

The Company provides services to customers in the northeastern United States.

Customer Accounts

The Company has registered as a Fully Disclosed Introducing Broker/Dealer that
does not receive, directly or indirectly, or hold funds or securities for, or owe funds or
securities to customers and does not carry accounts of or for customers. As such,
the Company is exempt from the requirements of SEC Customer Protection Rule
15¢3-3 and Rule 15¢3-2 dealing with customers’ notification of free credit balances.

Al customer accounts are maintained by an independent clearing broker dealer who
is responsible for all customer account record keeping under SEC Rules 15¢3-2 and
15¢3-3. Customers’ securities transactions are recorded on a settlement date basis
with related commission income and expenses recorded on a trade date basis.
Securities transactions of the Company are recorded on a trade date basis.
Investment banking revenue is recorded as income in the period earned.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generailly accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

(continued)



WINDHAM FINANCIAL SERVICES, INC.

Notes to Financial Statements

(1) Description of Business Activity and Summary of Significant Accounting Policies
(continued)

(2)

(3)

(4)

(d)

(e)

)

(9)

Cash

Cash consists of checking and savings accounts with financial institutions as well as
investment cash balances maintained with a clearing broker.

Equipment

Equipment is carried at cost. Depreciation is computed using the straight-line method
over the estimated lives of the assets. When assets are retired or otherwise disposed
of, the cost and related accumulated depreciation are removed from the accounts and
any resulting gain or loss is recognized in income for the period. The cost of
maintenance and repairs is charged to income as incurred; significant renewals and
betterments are capitalized. Deduction is made for retirements resulting from
renewals and betterments.

Organization Costs

Organization costs represent professional and registration fees associated with the
commencement of broker-dealer activities by the Company and are being amortized
over five years.

Advertising
The Company expenses advertising costs the first time the advertising takes place.

Commissions Receivable
Commissions receivable consist of commissions earned and due from the clearing broker,
investment companies, life insurance companies and variable annuity distributors.

Furniture and Equipment
Furniture and equipment are depreciated over five years, and consist of the following:

2001 2000
Furniture and equipment $ 36,655 36,655
Less accumulated depreciation (27,242) (23,409)
$ 9,413 13,246

Income Taxes

The Company's stockholder has elected S-Corporation status under provisions of the
Internal Revenue Code. Income from corporations classified as S-Corporations is
generally taxed at the shareholder levei and, accordingly, the Company has not accrued
any Federal or State income tax liability.



WINDHAM FINANCIAL SERVICES, INC.

Notes to Financial Statements

(5) Commitments and Contingencies

(6)

(7)

(8)

Commitments

The Company leases its main office space in Burlington, Vermont under a lease agreement
which expires August 31, 2002 and requires monthly payments of $1,438. Prior to
relocating in September of 2001, the Company leased office space at $3,275 per month.
Rent expense under these leases for the years ended December 31, 2001 and 2000
amounted to $29,917 and $38,565, respectively.

The Company also leases two vehicles and certain equipment under non-cancelable
operating leases. Rent expense under these leases amounted to $9,763 and $13,169 for
the years ended December 31, 2001 and 2000, respectively.

At December 31, 2001 aggregate future annual rentals under non-cancelable operating
leases are as follows:

2002 $ 19,263
2003 2910

$__ 22173

Contingencies

The Company is a defendant in a legal action brought before the NASD. The Company
believes that an unfavorable outcome is unlikely in this matter and that any settlement
beyond the limits of the Company’s insurance coverage would not have a material adverse
effect on the financial statements.

Liabilities Subordinated to Claims of General Creditors
At December 31, 2001 and 2000 the Company had no liabilities subordinated to claims of
general creditors.

Defined Contribution Retirement Plan

The Company established a defined contribution retirement savings plan covering
substantially all employees in 2001. Administrative costs amounted to $1,465 and $1,740
for the years ended December 31, 2001 and 2000, respectively. The Company made no
contributions to the plan in 2001 or 2000. The plan was terminated in December 2001.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (SEC rule 15c¢3-1), which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. At December 31, 2001, the Company had net capital of $97,335, which
was $92,335 in excess of its required net capital of $5,000. The Company's net capital
ratio was 0.211 to 1.



WINDHAM FINANCIAL SERVICES, INC.

Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission

December 31, 2001

Net capital:
Total stockholder's equity

Less:
Non-allowable assets:
Prepaid expenses $
Equipment and leasehold improvements
Non-allowable receivables
NASD CRD account

Other deductions:
Excess blanket bond deductible

Net capital

Aggregate indebtedness:
Current liabilities

Required net capital

Excess net capital

Ratio: Aggregate indebtedness to net capital

8,128
9,413
23,286

2,023

$ 150,185
(42,850)
(10,000)

$ 97,335

$ 20,583

$ 5,000

$ 92,335

0.211 to 1

Schedule |

A reconciliation between the computation of net capital presented above based on the audited
financial statements and the corresponding computation included in the Company’s unaudited

FOCUS filing is not necessary pursuant to rule 17a-5(d)(4).



WINDHAM FINANCIAL SERVICES, INC.
Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2001

The Company is not subject to the requirements of SEC Rule 15¢3-3.
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WINDHAM FINANCIAL SERVICES, INC.
Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2001

The Company is not subject to the requirements of SEC Rule 15¢3-3.
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AIFISK REED & LOVE

CERTIFIED PUBLIC ACCOUNTANTS, P.C.

Independent Auditors’ Report on internal Control Structure
Required by Securities and Exchange Commission Rule 17a-5

Board of Directors
Windham Financial Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedules
of Windham Financial Services, Inc. (the Company), for the years ended December 31, 2001
and 2000, we considered its internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing our

opinion on the consolidated financial statements and not to provide assurance on internal
control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company including tests of
such practices and procedures that we considered relevant to the objectives stated in rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and
net capital under rule 17a-3(a)(11) and for determining compliance with the exemptive
provisions of rule 15c3-3. Because the Company does not carry securities accounts for
customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices and procedures referred to
in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC's above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation
of financial statements in conformity with generally accepted accounting principles. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

I'15 Elm Street » PO. Box 319 * Bennington,Vermont 05201-0319
(802) 442-5552 « (800) 894-551 |
Facsimile: (802) 442-7314 + e-mail: mail@fricpa.com
www.fricpa.com




Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of
them to future periods is subject to the risk that they may become inadequate because of
changes in conditions or that the effectiveness of their design and operation may deteriorate.
Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific internal control components does not reduce to a relatively
low level the risk that error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. However, we noted no matters
involving internal control, including control activities for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company's practices and procedures were adequate at December
31, 2001 and 2000, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the New York Stock Exchange and other regulatory agencies that rely
on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should not be used by anyone other than

these specified parties.
! pP.C.
¢
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February 13, 2002

Vt. Reg. #357

FISK REED & LOVE

CERTIFIED PUBLIC ACCOUNTANTS, P.C.




